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KEY ECONOMIC INDICATORS 


A B D 
1971 1972 1974 


Population (millions ; mid-year) 119 122 128 
Cost of Living Index®/ (1966=100) 648 807 1028 12560/ 
Foreign Investment Approvals ($ml1)(CY) 291 333 521 666c/ 


Government Budget ($ml) Balance (FY) +15 + 3 0 0 
a. Routine Expenditures 853 1058 1740 £2510 
b. Development Expenditures 451 713 940 1482 
¢. Total Receipts 1318 1766 2678 3992 


Balance of Payments (Sml FY 

a. Trade Bal. (1974 est.) (arg +147 +177 +1130, 
b. Services Bal. (1974 est.) ( -392 -603 - 780 
c. Govt. Transfers (1974 est.) 290 402 510 42 
d. Pvt. Capital, Net (1974 est.) 1909 480 530 780° 
e. Change in Reserves (1974 est.) 3 260 


—  o- ee |. lee 
f. Reserves, end-FY (1974 est.) (337) (680) (940) (2490)= 387% 


Indonesian Trade (Sml FY x 
&. Exports _1307 _1939 _4550 _7950° _132% 


Oil 523 965 2645 590 174% 
Non-0i1 784 974 1905 2050 962% 


Imports _1406 6750" 107% 
15004 


Exports to U.S. (CY) 207 59% 
Imports from U.S. (CY) 263 5209/ 43% 
U.S. Share of Indon. Exports 16 19 -- 
U.S. Share of Indon. Imports 19 8 -~ 


Major Commodity Exports (CY) 

a. Oil (1974 - estimate) 590 59009/ 77% 
b. Timber (1974 - 6 mos.) 169 231 583 415 152% 
c. Rubber ( - ) 222 195 395 283 103% 
d. Tin ( 64 67 86 60 28% 
e. Coffee ( 55 72 77 57 7% 
£. Palm 0i1( 46 42 73 60 74% 
g. Tobacco ( 20 30 38 21 27% 
h. Tea ( 29 32 30 18 -67 
i. Pepper ( , 25 21 28 17 33% 


All percentages are for the comparable periods of the preceeding year. 
62-item index for Jakarta as of end-July 1974. End-July 1973 was 917. 
Through June 1974, 

Estimates ; actuals through April are $495 million and $165 million. 
Estimate based on oil price of $11.70. 

Embassy estimate for FY 1974, before revision of oil price to $12.60. 





f/ 
8, -J.S. Imports from Indonesia ($m1)~ 
a. Petroleum, Crude and Partly 
Refined 
b. Natural Rubber 
c. Coffee 
d. Pepper and Other Spices 


U.S. Exports to Indonesia ($m1)~ 

a. Rice 

b. Transport Equipment 

c. Cotton 

d. Wheat 

e. Construction and Mining 
Equipment 


47 U.S. Bureau of the Census figures. 





SUMMARY : -<- 


The first half of 1974 saw developments of broad and lasting importance for 
Indonesia's foreign economic and commercial relations. The Jakarta riots of 
January and government policy responses to them mark a watershed in official 
Indonesian attitudes toward foreign and domestic investment, accelerating the 
trend toward restriction of foreign investments. These policy developments cor- 
responded in time to the 3.5-fold increase in Indonesia's oil export prices after 
October 1973. This boon to its financial strength has stimulated Indonesia's 
self-confidence and ambitions in undertaking directly, via government and state 
enterprise ownership and financing, an increasing number of projects previously 
scheduled for foreign investment or foreign aid financing. [Ironically these 
restrictive policies have particularly discouraged more labor-intensive foreign 
investments. A sharp decline has resulted in new investment applications. 
Nevertheless investment opportunities remain in selective sectors (e.g., among 
technological, export and major resource-based projects). 


By contrast, trade opportunities promise to expand rapidly. Implementation 
of massive oil, mining, petrochemical, fertilizer and many other private and 
government projects will peak in 1974/75. In addition, the government has ex- 
panded its shelf of major projects in search of financing. Indonesia will make 
decisions in the next 12 months on construction and procurement for more than a 
dozen major projects with investment values well over $3 billion (see Special 
Growth Section). These will draw on the current $900 million of IGGI aid pledges 
and previously accumulated aid funds. 


The government will also make increased use of its own foreign exchange reser- 
ves and government guarantees -- in some cases to substitute government equity 
and financing for foreign investment or aid financing in resource projects -- in 


other cases to accelerate implementation of projects waiting for other financing. 
As it does so, the government will often be quicker and less encumbered by 
procedural delays in making decisions on major projects. The advantage to U.S. 
manufacturers and services firms of having alert, imaginative and responsive 
representation in Indonesia will be greater than ever. 


With its new budget and foreign exchange accumulations and indications that 
inflation is coming under closer control, Indonesia's economic outlook appears 
promising for 1974 and 1975. Beyond that, the difficulties of providing employ- 
ment and more even distribution of income, and of restoring investor confidence 
and investment levels offer a sobering challenge to the most optimistic planner. 
Timber, textiles and a broadening range of domestic industries are likely to 


feel the pincers of reduced foreign demand from one side and tight local credit 
from the other. 


Failing a major sales effort, the U.S. market share faces a sharp decline 
in 1974/75, particularly in agricultural exports as PL 480 availabilities have 
been sharply curtailed. If January-April 1974 data are indicative, a decline 
of U.S. share from 13% in 1973 to roughly 8% of Indonesia's imports in 1974 
could be in prospect. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


An Overview 


Factors dominating Indonesia's economic and commercial equation for the 
coming year are : 


Oil Price Increases : from $3.73 until September 1973 to $12.60 per barrel 
in July 1974, should triple Indonesia's oil exports from $1.7 billion in 1973 
to $6.4 billion in 1974. In consequence Indonesia's cumulative foreign exchange 
reserves should double or even triple, even after allowing for 50% expansion of 
imports, to well over $2 billion (4-6 months of imports) by end-1974. At least 
a $1.8 billion windfall should accrue to the government budget from oil exports. 
These are large benefits indeed for a $10-12 billion economy. 


Boom Amidst Poverty : Indonesians remain among the poorest of the Asians. 
The export boom of the past year in oil, timber and other raw materials stimu- 
lated production and income in export sectors concentrated mainly in the less 
populous islands outside Java. Excessive credit expansion spurred demand, 
output, shortages and inflation on a broad scale in Java, with construction 
being the most superheated sector. Agriculture benefited from strong internal 
demand and food production recouped much of the setback from the drought of 1972. 
However a broad spectrum of the population, mainly the roughly one-third of the 
rural population who are landless, probably suffered reduced real income as 
consumer price increases exceeded income gains and employment opportunities 
declined in some areas. 


Inflation : accelerated from a 25% rate in 1972/73 to an annual rate of 40- 
50% in October-March 1973/74. Credit expansion peaked in February at an 80% 
annual rate. The prospect of a further massive increase in the base for credit 
expansion (as multiplying oil revenues began accumulating in government bank 
accounts) made anti-inflation measures essential. In April, the government 
imposed strict credit expansion ceilings, increased bank reserve deposit require- 
ments on foreign borrowing, expanded budget subsidies on essential imports and 
took other lesser measures. The 18% inflation rate of April-July gives hope that 
the 25% ceiling on price increases may be an achievable target for FY 1974/75.* 


Black Gold Dominates Indonesia's Growth 


Indonesia's economic export and budgetary earnings, like those of other oil- 
exporting nations, have improved dramatically from recent petroleum price 
increases. 


Between March 1973 and July 1974 the price of Indonesian crude has qua~- 
drupled, from $2.93 to $12.60 per barrel. Gross foreign exchange earnings from 
petroleum increased by 75% in FY 1973/74 to a record $1.7 billion, representing 
58% of total exports. If prices hold, foreign exchange earnings from oil should 
more than triple in 1974/75, soaring to about $6.4 billion, and accounting for 
about three quarters of total export. The latter in turn should roughly double, 
from $4.5 billion in 1973, to around $8.4 billion in 1974/75. 


The growth in net foreign exchange earnings from oil exports has been even 
more startling. Doubling every year since 1971/72, they should roughly quadruple 
in 1974/75, from $826 million to about $3.4 billion. 


* GOI fiscal year (FY) runs from April 1 - March 31. 
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In CY 1973 Indonesia's crude oil production totaled 488.5 million barrels 
(1.34 million barrels per day) up 23.5% over 1972. At 2.7% of world production 
and over half of total Pacific Basic output, Indonesia placed tenth among non- 
Communist oil-producing nations. Production should rise another 8.4% to 529 
million barrels (1.45 million b/d) in CY 1974. The 1978/79 target is 720 
million barrels (2 million b/d). Record exploration expenditures by foreign 
oil companies -- $400 million in 1973 and $550 million planned in 1974 -- and 
a continuing high ratio of discovery wells support this expectation. Expansion 
success depends also on plans for secondary recovery efforts to offset currently 
declining output from two of Indonesia's largest fields -- Minas and Duri. The 
relatively short reservoir life of newer fields makes uncertain the longer-term 
profile of Indonesia's oil production, although large promising areas remain 
to be explored. 


Natural gas continues to show great promise for export potential. 
Negotiations on terms of supply to Japan for output from two major LNG projects 
(Aceh and East Kalimantan) produced sharp increases in LNG prices (to nearly 
$2 per million BTU fob). Expected exports of about 1.7 billion cubic feet per 
day foreshadow earnings of $1.3 billion or more at current prices after 1977. 


Crude oil export volume increased 23.5% in 1973 to 369.5 barrels, about 767% 
of production. The basic pattern was unchanged, with Japan taking 71% and the 
U.S. 20.4% (75.8 million barrels). Indonesia was the fifth biggest supplier 
of crude oil to the U.S., accounting for 5% of U.S. imports and 1.2% of total 
U.S. consumption. Indonesia's crude oil export volume is expected to rise 147% 
in 1974 and by an average of 10% per year for the next five years, reaching 610 
million barrels in 1978/79. (Like the five-year production target, however, 
this estimate may prove conservative.) 


Impact on Balance of Payments 


The surge in petroleum earnings in 1973/74 was reinforced by booming 
receipts from other major exports, especially timber and rubber, which more 
than doubled in value. These increases were more than offset by rapidly rising 
payments for imports and services, resulting in a $180 million increase in 
current account deficit to $425 million, (bigger than the previous year's 
deficit). Capital inflows from private investment and foreign assistance 
covered the deficit, however, and produced an overall balance of payments 
surplus of $260 million. Net foreign exchange reserves at the end of the 
fiscal year were $940 million. 


The balance of payments outlook for 1974/75 is still brighter. The project- 
ed jump to $3.4 billion in net petroleum foreign exchange earnings should throw 
the current account into the biack by about $350 million. Foreign exchange 
reserves -- negative as recently as 1971 -- could rise by about $1.8 billion to 
a total of over $2.7 billion by April 1975, even after allowing for roughly a 
90% increase in Indonesia's import bill in FY 1973/74. 


Indonesia can now achieve its goal of retaining reserves equivalent to four 
months of imports (about $1.5 billion, excluding externally financed capital 
imports). Beyond that level however large cost over-runs on major projects, 
caused by soaring steel and capital goods costs, will cut into this reserve 
build-up by as much as $300-500 million in FY 1974/75. The government also 
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plans to build up substantial national stocks of essential commodities such as 
rice, fertilizer, and cement to protect against future shortages and price 
increases. At a time when long-term financing in international money markets is 
hard to come by, it is fortuitously well positioned to use reserve accumulations 
to accelerate key infrastructure projects, e.g., in ports and transportation and 
to finance more large government enterprise projects in resource processing. 
Financing decisions are now pending on the $500 million Krakatau steel project, 

and various fertilizer, port, domestic communications, cement, highway, dredging 
and other government projects. All these factors considered, our best estimate 

is that actual reserve accumulations by May 1975 will reach about $2.2-2.3 billion. 


A look beyond FY 1974/75 reveals major uncertainties. Despite the 14% expan- 
sion expected in oil export volume, the big question is future oil price. 
Indonesia's other exports are now well below their peak prices of January - March 
1974 in most cases. Prices for timber, rubber, copper, tin and coffee, 
respectively the second through sixth most important exports, are off about 35% 
for the first three ami 10-15% for the latter three as of mid-August. If oil 
prices hold, the increased oil export volume should offset decreased prices for 
other exports ; whether Indonesia adds to its foreign exchange reserves at this 
year's volume will then depend more on its success in reducing import require- 
ments through increased domestic production. On balance the odds seem to 
support expectations of lower absolute additions to reserves in FY 1975/76. 


Reflecting the current strength and stability of the rupiah (backed by its 
strong foreign exchange reserve position in spite of a 25% inflation), Indonesia 
and the IMF agreed not to renew its standby arrangement under which it had 
currency drawing rights in the Fund. In June the IMF announced that the rupiah 


would be one of 20 currencies included in its currency budget for drawings for 
compensatory financing and buffer stocking, giving the rupiah added prestige. 


Impact on Budget 


To increase its share in the income from oil operations, in early 1974, 
the government revised its production-sharing arrangements with foreign oil 
companies. Under the new provisions, 60-70% of net operating income of foreign 
oil companies will continue to accrue to Indonesia up to a price of $5.00 per 
barrel ; about $5.00 per barrel after cost adjustment, Indonesia's share will 
rise to 85%. As a result, budget receipts from corporation taxes on oil 
companies are expected to quadruple in 1974/75, rising from the rupiah equiva- 
lent of $829 million to $3,570 million -- respectively 38% and 67% of total 
routine (non-aid) revenues. Thanks to oil, overall receipts from all sources, 
including aid, will more than double during the year, from $2.7 billion to at 
least $5.8 billion. 


In anticipation of these increased revenues, salaries of government employees 
have already been raised ; bigger subsidies on imports of rice, wheat and 
fertilizer have been provided for ; subsidies to regions, as well as to villages 
and districts for labor-intensive rural development projects, will be doubled ; 

a big increase has been provided for new schools. There will nevertheless 
remain a large overall budgetary surplus. Based on current oil prices, a 
surplus of at least $1.8 billion appears in prospect. Failure to retain most 
of it would fuel the inflation. 





Inflation and Countermeasures 


Ironically the oil export boom has complicated an already serious domestic 
inflation. After a 25% inflation in 1972 and 1973, the Jakarta cost-of-living 
index rose at an accelerating rate in late 1973 peaking in January 1974. In 
the twelve months ended April 1974, prices rose 49%. During the first four 
months of 1974 rice prices (31% of the index) declined, but goods and services 
other than rice rose at an annual rate of about 100%. 


By April the government had faced up to popular discontent with inflation, 
an uncontrolled expansion of bank credit, and a stagnant rate of saving -- with 
worse to come as the monetary base for credit expansion would rise rapidly in 
the wake of recent oil price increases. In early April, reflecting top-level 
concern, the government announced its anti-inflation package. Most crucial was 
its decision to set credit expansion ceilings on commercial banks limiting them 
to a 20% credit expansion over FY 1973/74. Other key measures were : (a) the 
decision to maintain the largest possible budget surplus to offset the expan- 
sionary effect of rapidly-growing foreign exchange reserves ; (b) imposition 
of a 30% deposit requirement on certain foreign borrowings (exempting credits 
for imports, state enterprises, approved investment projects and IGGI loans) ; 
(c) increased interest rates paid on time deposits (24% and 30% on 18- and 24- 
month deposits), and charged on low-priority bank credits. 


The government also extended price subsidies on selected essential imports 
(mainly rice and fertilizer), reduced sales taxes on selected mass consumption 
and capital goods imports, and increased them on some luxury items. Preliminary 
indications are promising. Bank Indonesia is enforcing credit ceilings 
effectively. The rate of inflation April-July 1974 was down sharply, to an 
annual rate of about 18%. In this period, when the peak rice harvest normally 
brings declining food prices, some improvement is to be expected. Compared with 
the same period of 1973, however, when inflation was booming along at a 47% 
annual rate, recent price performance is more impressive. Further grounds for 
encouragement are the softening in import prices, already seen in textile and 
some construction materials, and the upswing in domestic savings. All in all, 
the government's target for holding FY 1974/75 inflation to 25% has a good 
chance for success. At least the inflationary psychology has been broken. 


Foreign Assistance Continues but Emphasis Shifts 


Despite the quantum jump in oil revenues, Indonesia remains extremely poor, 
with roughly a $100 per capita income, acute population and unemployment 
problems, grave weaknesses in agriculture, education and infrastructure, and 
serious shortages of skilled personnel. 


Recognizing its continuing need, the 12-member Imter-Governmental Group on 
Indonesia (IGGI) in May agreed to give Indonesia roughly $900 million in foreign 
aid -- more than the $850 million requested. The largest individual bilateral 
donor, the United States, pledged $176 million, $60 million in project aid loans 
and $116 million in PL 480 aid. The World Bank (IBRD) will provide $250 million 
and the Asian Development Bank (ADB) $80-90 million, both substantial increases 
over last year. 


A change in emphasis was, however, evident at the Amsterdam meeting. 
Responding to signals from the multi-lateral lenders, Indonesia announced that 
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in view of its improved balance-of-payments position it would seek loans with 
less soft terms than in the past and agreed to the phase-out of program aid 
(credits for general commercial imports) in favor of project aid and technical 
assistance. On credit terms, the World Bank group will henceforth lend to 
Indonesia on "half-soft" IBRD terms (7.25%, 15 years) rather than the soft 
(3/4%, 40 years) IDA terms, and will obtain only 20% of its 1974-75 ADB loans 
under soft Special Fund terms. 


Government - The Biggest Growth Sector - and the Five-Year Plan 


Indonesia's new Five-Year Plan (Pelita II) for 1974/75 to 1978/79 projects 
an average 7% real growth rate (5% per capita), to be achieved by increasing 
gross investment (public and private) from the current rate of about 17% to 
about 23% of GNP by 1978/79. It allocates some $13 billion for government- 
financed development in specific sectors over the next five years. Largest 
increases are alloted for industry, mining, housing and water supply. These 
figures understate considerably the likely volume of government projects because 
they predate the largest projected increases in budget and foreign exchange oil 
earnings and because they exclude development plans of such public corporations 
as PERTAMINA, the state-owned oil company, and GARUDA, the national airlines. 

If one considers impending government investments in oil production and refining, 
petrochemicals, fertilizer, LNG, steel and air transport, to name the most 
obvious, the non-budgeted investment by government enterprises alone is likely 
to dwarf the figures of the Five-Year Plan. 


The January Riots and Their Investment Climate Aftermath 


On January 15-16, 1974, Jakarta experienced its worst civil disturbances 
since the 1966 downfall of Sukarno and the advent of the "New Order". 
Triggered by the visit of Prime Minister Tanaka, the riots were targeted overtly 
against symbols of Japanese economic presence. But they also reflected public 
dissatisfaction with inflation, unemployment, unequal distribution of economic 
growth benefits and at the prominence of foreign investors and non-indigenous 
entrepreneurs. 


The government reacted with a broad range of decisions involving both res- 
trictive and positive measures. Of particular long-run significance were the 
President's policy statements of January 22 aimed at strengthening local vs. 
foreign and indigenous vs. non-indigenous (ethnic Chinese) business. The 
government would henceforth require foreign joint venture with indigenous 
(pribumi) entrepreneurs. The local equity in joint ventures would rise gradually 
to 51%, at least half to be in pribumi hands. The statement proposed reduction 
of tax incentives for foreign investors and of the investment sectors open to 
them, as well as increased requirements for employment and trainirm local staff. 
Access to medium-term investment credits would henceforth be limited to pribumi 
firms. A new investment credit scheme for small businessmen was introduced. 


Government spokesmen stress, however, that Indonesia still welcomes foreign 
capital and technology. The objective of local majority ownership is said to 
be a long-term one, to be achieved gradually and flexibly and without disrupting 
economic development. 


Foreign investment approvals in first half of 1974 continued at a good rate 
with a number of large manufacturing projects being ok'd. Ironically in the 
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wake of the riots, Japanese investment approvals of $172 million outpaced those 
of any other nation, increasing Japan's lead in total approvals to $830 million 
and 27% of the total authorized non-oil investments. Approvals of $66 million 
brought the U.S. total to $487 million ; the U.S. share fell to 16% of non- 
oil investments. (In July 1973, U.S. and Japanese shares were tied at 22%.) 
Total investment approvals fell from $460 million, an all-time peak in the 
first quarter of 1974 to $206 million in the second quarter. 


IMPLICATIONS FOR U.S. BUSINESS/COMMERCIAL INTERESTS 
Changes in the Investment Climate 


Disquieting as were the riots, the government's policy statement calling 
for ultimate pribumi majority ownership of enterprises was far more unsettling 
to active and prospective investors. Following the announcement of the new 
policy by President Suharto on January 22, government agencies began to issue 
decrees and regulations to implement the policies which created further uncer- 
tainties for the foreign investor. Illustrative was announcement of a $100-per- 
month “compulsory contribution" for each expatriate employee of foreign enter- 
prises which did not have a training program designed to replace most of the 
expatriates over stated periods of time in various categories. The Directorate 
General of Forestry is thus far the only agency to issue an implementing 


regulation ; however, uncertainty persists about future applications in other 
sectors. 


Other factors also cloud the investment outlook : 


-- The government has still to resolve differences over the terms of its 
draft third generation model mining contract with the result that no new mining 
contracts have been concluded since June 1972. Some 22 foreign companies’ 
applications await their resolution. 


-- Port congestion compounded by changes in customs procedures caused record 
delays at Jakarta's port through June, impeding transit of investment goods and 
other imports. Lengthened work hours, increased storage and other fees, and. 
diversion of cargo to other ports have lessened the problem, at least temporarily, 
but shipping conference freight rate surcharges still remain in effect reflecting 
the delays encountered by ships discharging cargo at Jakarta. 


-- Greater restrictiveness in issuance of expatriate visas and work permits, 
escalated costs for land and housing, and venality of officials in customs, 
immigration and some other public services. 


-- New responsibilities and procedures of the Capital Investment Board have 
slowed processing of investment approvals despite the government's earlier 
intention to accelerate this process. 


Experienced observers expect that over time decisions on implementing 
Indonesia's new restrictive policies will prove pragmatic and will not unrea- 
sonably restrict the scope for foreign investment ; however, it will take many 


months for government officials to resolve all the practical questions of 
implementation. : 


The January 1974 events have not deterred several U.S. investors with long- 
established and profitable operations from moving forward with large expansion 
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and diversification plans. Major resource development and processing projects 
by U.S. firms also continue to move forward. On the other hand organizations 
servicing prospective foreign investors note that, while foreign business 
interest in Indonesia remains high, a sharp decline in new investment applica- 
tions has occurred in first-half 1974, especially in small-scale and labor- 
intensive manufacturing. It will require a long period and substantial 
government effort to restore foreign investor confidence in the stability of 
investment conditions to anything like the 1973 level. Loss of foreign 
investor interest is a price Indonesia has felt it necessary to pay to tip the 
balance of opportunity to the pribumi (Indonesian) businessman. 


Despite the many difficulties, important investment opportunities remain in 
selective sectors -- particularly in major resource development and processing 
(oil, natural gas, chemicals, wood and rubber products), in joint ventures with 
PERTAMINA in resource and technical service fields, in servicing and production 
to supply major foreign or government projects, in labor-intensive technology 
and export processing industries (especially if products warrant export by air), 
and in large-scale manufacturing able to afford high overhead expense. While 
the investment incentive and other provisions of the Foreign Investment Law 
remain intact, new investors will find initial entry terms tougher than those 
given under the Law prior to 1974, mainly in the form of (a) less liberal grants 
of tax incentives, (b) requirements for higher minimum initial Indonesian 
participation (usually at least 20%, with exceptions possible in special cases 
such as electronics) and (c) requirement for a specific schedule of Indonesia- 
nization of personnel in all categories. The definition of pribumi (i.e., 
ethnic Indonesian citizens) and of the acceptable time period for increasing 
pribumi participation to 51% remain ao yet undefined. On a case-by-case basis, 
the government appears inclined to approve local non-bank financial institutions 
(largely owned by foreign banks but with minority or majority state bank 
participation) as acceptable Indonesian partners pending establishment of a 
capital market for sale of shares to individual Indonesians. 


Oil Earnings Accelerate Development and Boost Export Opportunities 


The tapering off of U.S. investor interest outside the resource sector may 
dampen some U.S. export opportunities, but other factors will likely cause a 
far greater acceleration of such opportunities. 


On top of the $900 million of current foreign aid pledges (and some $400 
million in the pipeline), Indonesia in FY 1974/75 can look forward to at least 
one or two times that much more in increased foreign exchange reserves. This 
not only gives Indonesia increased potential to accelerate its development 
projects by self-financing, but also gives it increased backing for greater 
borrowing in the international markets. As a result, Indonesia is actively 
seeking a much greater volume of intermediate-term quasi-commercial (EXIMBANK- 
type) financing, and the government has for the first time since 1965 stated 
its willingness to guarantee state agency and enterprise borrowings for high- 
priority projects (c.f. the $500 million guarantee offered by the GOI for 
financing ite and PERTAMINA's 2 million-ton-per-year steel industry complex 
at Cilegon, West Java). 


The result could be not only an expansion but also an acceleration of 
government development plans. The government can now bypass some difficulties 
in obtaining financing and in meeting procedural requirements of foreign 





-12- 


assistance donors and lenders by self-financing at least initial stages of 
priority projects. This capability will be particularly advantageous now when 
medium- and long-term international financing is hard to come by. GOI financing 
could also facilitate launching of private investor projects impeded by 

financing problems, but important to Indonesia's development goals. 


In many cases, the lead time between project conception and selection of 
bidders and suppliers may be shortened. Trade and service opportunities in 
Indonesia in 1974/75 will go more often to those present (in Indonesia) and 
quick to respond. 


Improved Prospects for EXIM Financing 


In recognition of Indonesia's improve foreign exchange outlook and its 
greater willingness to consider selectively government guarantees for priority 
projects, the U.S. EXIM Bank is reviewing the possibilities of expanding its 
lending to Indonesia. The Indonesian Government has submitted requests to 
EXIM for financing of roughly $1 billion in new projects. For private projects 
in Indonesia, EXIM financing depends heavily on the availability of guarantees 
either from well-known U.S. firms or banks, from other non-Indonesian entities 
acceptable to EXIM, or from the Indonesian Government itself. The latter are 
not normally available for any but Government projects. Overall, while prospects 
for an increase of EXIM activity in Indonesia appear favourable, the terms for 
EXIM participation will be controlled by the nature of the projects proposed, 
and the general scarcity of EXIM funds. (In mid-1974, EXIM announced an increase 
in its lending rates to the 7-8%% range and plans selectively to lower its 
percentages of direct lending participation to a 30-45% range.) 


Better U.S. Chances in Competition for World and Asian Development Bank 
Projects 


U.S. Congressional interest in fuller opportunity for U.S. firms to compete 
to supply goods and services under IBRD and ADB-financed projects appears to 
have had an effect, as an increased number of U.S. firms have reported winning 
bids on such contracts. Congressional approval of U.S. contributions to the 
IDA and ADB have eliminated other obstacles to U.S. bidding. 


In recognition that Indonesia's financial situation has improved, the IBRD 
and ADB have now hardened their lending terms to Indonesia. More importantly, 
in recognition of Indonesia's large continuing need for assistance to meet its 
poverty and population pressures, both the IBRD and ADB have significantly 
increased their total lending here, from a combined total of $150 million last 
year, to roughly $330 million for FY 1974/75. Thus U.S. firms looking for 
business opportunities in Indonesia should give more than usual attention to 
IBRD and ADB project plans. 


U.S. firms should assure that they prequalify for inclusion on the short 
lists of bidders qualified for projects funded by these institutions. 


Early in June the World Bank announced, in Washington, D.C., three credits 
for Indonesia which are of serious interest to U.S. firms, The IBRD is providing 
$48 million as part of a $158 million project for the rehabiliation of 
Indonesia's railroads, including new locomotives and rolling stock, $16 million 
for tourism in Bali and $6.5 million for fisheries development on IDA terms. 


The U.S, Embassy actively assists U.S. firms seeking to participate in IBRD and 
ADB funded projects in Indonesia. 
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SPECIAL SUPPLEMENT - SPECIAL TRADE AND INVESTMENT OPPORTUNITIES 


A number of major business opportunities are likely to break in the next 
6-12 months. Without attempting an exhaustive listing, we discuss below the 
largest of those which offer particularly attractive trade and investment 
opportunities. ’ 


Hydrocarbon and PERTAMINA Boom Continues 
Oil Exploration and Production (E&P) : As noted previously, foreign 


contractor expenditures on oil exploration and development currently run at an 
annual rate probably exceeding $550 million. This level is likely to continue 
and expand based on both the high success ratio experienced by Indonesia in new 
discovery wells, and on the growing requirement for investment in secondary 
recovery. For a list of major contractors operating in Indonesia, see Jakarta 
airgram A-108, 6/7/74. Of these contractors, those with the largest E&P budgets 
are Caltex (Nusantara Blidg., 9th Floor, Jl. Thamrin 59, P.O, Box 158, Jakarta), 
Atlantic Richfield (ARCO) (Graha Purna Yudha (Veteran) Bldg., Jakarta), IIAPCO 
(J1. H.O.S, Cokroaminoto 85-87, P.O. Box 2759, Jakarta) and Union Oil (0i1 
Center Bldg., 4th Floor, Jl. Thamrin 55, P.O. Box 264, Jakarta). Caltex is 
exploring the possibilities of large secondary recovery procedures on two of its 
major fields which may involve expenditures of several hundred million dollars 
over a period of five years or more. Companies with significant recent disco- 
veries which pressage larger EGP expenditures are Petromer Trend Corporation of 
Denver, Colorado (BDN Bldg., Jl. Thamrin 5, P.O. Box 209, Jakarta), and Phillips 
Petroleum Company of Bartlesville, Oklahoma (J1. Melawi V/66, Kebayoran, P.O. 
Box 2766, Jakarta). PERTAMINA, as Indonesia's second largest oil producer, is 
also carrying out a major program of exploration and development. Interested 
parties should address correspondence to Ir. Trisulo, Director for Exploration 
and Production, Jl. Perwira 6, Jakarta, Indonesia. 


Natural Gas : PERTAMINA has selected the Pacific Bechtel Corporation as 
prime contractor for construction of LNG plants utilizing natural gas from Mobil 
011's Arun Field in North Sumatra and Huffco's Badak Field in East Kalimantan. 
Bechtel is currently undertaking design work on the project and major procurement 
decisions are expected over the next 6-12 months. The total value of the pro- 
jects is estimated at close to $2 billion. For current information on the status 
of procurement and contract decisions, contact Col. Ir. Soedarno, Director for 
Petrochemicals and Processing, Jl. Perwira 6, Jakarta. Pacific Bechtel offices 
are at Jl. Menteng Raya 8, P.0. Box 467, Jakarta (H.M. Wilson, Vice President). 


PERTAMINA has inaugurated a liquified petroleum gas (LPG) plant at Surabaya 
and announced plans to build more such plants, one at Indramaja in West Java. 
Atlantic Richfield has contracted to build a $150 million 25,000 b/d natural 
gas-liquids recovery facility at its Arjuna field 15 miles offshore and north- 
east of Jakarta, to be completed by the end of 1975. A similar plant is planned 
by another U.S. oil company. 


Fertilizer and Petrochemicals on the Threshold : 


Fertilizer : In response to burgeoning fertilizer demands, high 
prices and attractive export opportunities, Indonesia plans three or four large 
new ammonia/urea complexes based on natural gas, to be built in South Sumatra, 
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East Kalimantan and West Java at a total cost exceeding $500 million. The 
government has designated PERTAMINA as its agent for construction of the East 
Kalimantan and West Java projects, each to produce 500,000 tons of urea per year 
and to be completed by 1976. PERTAMINA has selected Cooper-Rust of Belgium and 
Swiss contractors to construct the East Kalimantan project. American Express 
International Banking Corporation organized the financing consortium for the 
$150 million-plus project. PERTAMINA has not yet made the final decision on a 
contractor for the Cirebon, West Java plant. Kellogg Overseas Corporation won 
the contract for expansion of Pusri Fertilizer Plant in South Sumatra to produce 
an additional 500,000 tons per year of urea. 


Petrochemicals : On May 30, 1974, Commonwealth 011 Refining Company 
(CORCO) of Puerto Rico announced a joint project with PERTAMINA to construct 
“one of the world's largest aromatics plants," to be located at Pladju, South 
Sumatra. The plant is reported to involve a $200-300 million investment, to pro- 
duce tolune and zylene, raw materials for synthetic fiber production, using a 
naptha feed stock. PERTAMINA is continuing deliberations on selection of a 
contractor for a major petrochemical (ethylene) complex, possibly in North 
Sumatra. Using natural gas or gas condensate as feed stock, the complex wuld 
produce a minimum of 300,000 tons per year of ethylene and other intermediaries 
and the entire complex could inwlve an investment of over $500 million. A major 
U.S. company is believed to be a prime contender for the project, although 
Japanese and European competition is keen. A wide variety of other petrochemical 
proposals have been made to the Indonesian Government. The rate of decision- 
making on these projects will depend on financing and the proving of additional 
gas reserves and decisisons concerning use of the major Arun and Badak natural 
ges fields. 


Krakatau Steel : The Government of Indonesia (GOI) has appointed 
PERTAMINA as its agent to carry forward its major steel complex at Cilegon, 
West Java (Phase I - 500,000 tons of rolled steel). In February 1974 the govern- 
ment announced its willingness to guarantee up to $500 million for long-term 
borrowing to finance the project. PERTAMINA has selected Ferrostaal A.G. of 
Essen, Germany, which leads a consortium of German companies including Siemens 
and Klockner. Marubeni of Japan is to build a cold-rolling mill. The project 
will also involve a deep-sea port, railway, power station and water supply system 
in addition to the basic steel production facilities. Difficulties in obtaining 
financing reportedly may delay the project. Interested U.S. firms may contact 
Ir. Marjoeni Warganegera, President Director, P.T. Krakatau Steel, Jl. Kramat 
Raya 172, Jakarta. 


Batam Island : PERTAMINA is rapidly pureuving Batam Island development, 
following a master plan developed by Bechtel and Nissho Iwai, and operating through 
the Batam Island Development Authority. Among its first roles, Bechtel will ue 
Batam for marshalling and transshipment of equipment and supplies for construction 
of Indonesia's two major LNG projects. It ts already a base for fabrication of 
offshore oil drilling platforms. It is uniquely located to take advantage of 
the Singapore shipping route and rate schedules as a breakbulk and transshipment 
point to all areas of Indonesia. Projects for shipbuilding, cattle raising, 
resort hotels and other activities serving Singapore demands are also in progress. 
The key development awaited is final determination of plans and financing for 
a 150,000 b/d oil refinery to produce for the Japanese market. This refinery 
would provide a base also for petrochemical and ancillary industrial activities. 
Original infrastructure plans call for investment of $372 million over five 
years, including harbor, water, power, commmications, commmity development, 
free trade zone, tourism and agricultural complexes. Contact Dr. Sanger, Chief, 
Legal and Foreign Marketing Division, PERTAMINA, Jl. Perwira 6, Jakarta. 
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Construction and Cement Key to Future Growth 


Jakarta is visible proof that the construction industry is one of the largest 
and fastest growing sectors in the economy. Cement consumption is a good general 
indicator of this activity. Present consumption is roughly 2 million tons per 
year of which Indonesia produced about 780,000 tons. Industry officials estimate 
consumption growth at roughly 17% annually, to reach 5 million tons by 1980. 
Projects for expansion or construction of cement plants now number at least eight 
(including at least three government cement plants), having a combined capacity 
of roughly 4 million tons, involving more than $300 million of investment, and 
providing significant opportunities for equipment suppliers. 


In addition to numerous major hotel, office, industrial, irrigation, road, 
port and hydropower construction projects, housing promises to become one of the 
major construction activities. Government plans for middle and low income 
housing could eventually involve investment of more than $1 billion per year over 
a five-year period. 


For further information, write Mr. Carl Cunningham, U.S, Embassy E/CM, APO 
San Francisco 96356. 


Forest Products 


To date Indonesia has produced and exported almost exclusively raw timber 
($580 million in 1973). The govemment is bringing increased pressure on timber 
concession holders to comply with conditions of their concession contracts to 
investment in process facilities for saw mills, chip board, peneer, plywood, 
pulp and paper, and concurrently is trying also to attract independent investors. 
It has proposals under consideration for two or even three major pulp mills (500 


t/d) at North Sumatra, East Kalimantan and Java sites, as well as smaller (100 
t/d) paper and/or newsprint plants. Indonesian, Japanese, Canadian and U.S. 
firms are among those competing for the projects. Observers expect government 
decisions shortly. 


Key points of contact for current information are Brig. Gen. Ir. Augus 
Sujono, Director General of Chemical Industries, Jl. Kebon Sirih 31, Jakarta, 
and Sudjarwo S.H., Director General for Forestry, Jl. Salemba Raya 16, Jakarta. 


For data on Indonesia's wood processing industry potential, write the U.S. 
Embassy E/CM, APO San Francisco 96356. 


Sugar 


Faced with an approximate 300,000 ton current annual sugar deficit, GOI is 
attempting to rejuvenate its sugar industry which once was a major factor in 
world market. The International Development Agency (IDA) in June 1974 issued 
an invitation to prequalify for a $50 million project to rehabilitate nine sugar 
factories and increase their total output by 190,000 tons/year by 1978. The 
Asian Development Bank also announced a $17.5 million loan to rehabilitate two 
factories, each increasing its output from about 2,400 tons/day to 4,800 tons/ 
day by 1985. The GOI has also approved proposals to build five new mills pro- 
bably averaging 50,000-70,000 tons/year and costing $35-40 million each. 
Finally, President Suharto has called for construction of an additional 15 mills 
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aimed at future domestic requirements and exports. Brig. Gen. A. Muluk Lubis, 
Director General for Plantations, Jl. Lt. Gen. S. Parman #73, Slipi, Jakarta, 
heads the agency principally responsible for sugar development. 


Shipping and Harbors 


Because of major congestion problems at Jakarta's Tanjung Priok Harbor and 
the serious deterioration in Indonesia's fleet, the Director General of Sea 
Communications, Rear Admiral Harjono Nimpuno, Department of Communications, J1. 
Merdeka Timur 5, has given high funding priority to shipping and harbors. The 
GOI has announced plans to invest $940 million in the rehabilitation and expan- 
sion of its ocean and interisland fleet during the current five-year plan period 
(Repelita II). At least 13 Regular Liner Service ports are also eligible for 
priority rehabilitation during Pelita II based on projected increases in cargo 
handling. Of these Tanjung Priok (Jakarta), Belawan (near Medan, North Sumatra), 
Tanjung Perak (Surabaya), and Panjang (Teluk Betung, at the southern tip of 
Sumatra) have already experienced major tonnage increases and will consequently 
have first priority for funds. The amount to be spent on ports has not yet been 
announced, but even befere the upsurge in GOI ofl revenues the Director General 
of Sea Communications intended to spend $100-300 million on port rehabilitation 
and development during Repelita II. Write the Director General of Sea 
Communications, Jl. Merdeka Timur #5, Jakarta, Attention : Ir. Budiardjo, 
Director of Harbors and Dredging. 


International Airport 


Aviation Planning Services of Montreal, in association with Acres Interna- 
tional, Ltd. (Niagara Falls) and the Toronto architects Searle, Wilbee and 
Rowland, are preparing the master plan for the new Jakarta International Airport, 
under Canadian assistance. The plan is to be completed in 1975. The new 
International Airport will cost $200 million and construction will not be com- 
pleted until 1981. Write Air Vice Marshal Kardono, Director General of Air 
Communications, Department of Communications, Jl. Hayam Wuruk #2, Jakarta. 
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